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Policies and Objectives of Glass-Steagall Act 
Restrictions on Bank Securities Activities 

The Banking Act of 1933 (Glass-Steagall Act) enacted on 
June 16, 1933, was designed to deal with a variety of banking 
issues. The Act introduced major reforms in the areas of branch 
banking, deposit insurance, and securities activities of commer
cial banks. A primary purpose of the Act was to restrict commer
cial bank participation in the securities business. 

This paper examines the policies and objectives of the 
restrictions on bank securities activities contained in the Glass
Steagall Act. The questions are why did the Congress enact such 
restrictions on bank securities activities, and particularly what 
were the abuses, actual or potential, that it was seeking to 
eliminate. 

The Glass-Steagall prohibitions resulted from the interaction 
of economic conditions and preconceptions about banking theory. 
The 1929 crash, the subsequent collapse of the banking system and 
revelations concerning the abuses of the security affiliate system 
of the banking industry precipitated the Congressional investiga
tion which eventually resulted in the enactment of the legislation. 
But, while the public outcry against the securities activities of 
the banking industry may have been a critical factor influencing 
Congress to opt for an absolute prohibition of, as distinct from 
regulation of, investment banking activities of commercial banks, 
the preconceived ideas of Senator Glass as well as his principal 
adviser, Pro{essor H. Parker Willis, profoundly influenced Con
gress' decision. 

Three objective reasons for enactment of the legislation can 
be identified from the legislative history. First, Congress 
concluded that the separation was necessary to protect and main
tain the financial stability of commercial bank operations and 
insure public confidence in commercial banks. Second, Congress 
desired to eliminate the potential for conflicts of interest which 
could arise from performance of both commercial banking and invest
ment banking operations. Third, Congress concluded that bank 
securities operations tended to exaggerate financial and business 
fluctuatioffiand undermine the economic stability of the country 
by diverting bank deposits into "speculative" securities invest
ments. Underlying these judgments, however, was the belief, 
held by Senator Glass and others, that investment banking was 
outside the traditional and proper sphere of activity of commer
cial banks. This school of thougttheld that banks should confine 
themselves mainly to making short-term, self-liquidating loans 
to finance goods in the process of production and commercial 
transactions. 

Finally, an understanding of the reasons for the Glass
Steagall restrictions would not be complete without reference 
to the political environment in which they were enacted. 
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